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STAaTE OF MicHIGAMN

CHFEFICE OF THID GO FERsn

LANSING
JOHN ENGLER
SOVERNOR
February 7, 2002
Tao the Citizens of Michigan:

Every budget - whether it is for a family, business or government - represents many difficult
decisions. The first decision is always the most important because it means answering the question:
What are your priorities? For a family, priorities might include saving for a new home, retirement or your
children's college education. For a busmess, prionties could be capital investment to buwild new factones
or funding for research and development to develop innovative technologies. Budget decisions must be
made in the context of those priorities.

For Michigan, our top priority continues to be public education. From day one, every budget
decizion has reflected a commitment to education as the key to Michigan’s future. Indeed, smce 1990,
our investment in students attending public K-12 schools has grown by nearly $7 hillion — an merease of
more than 90 percent! This budget builds on that record of success and imcreases the foundation
allowance to 56,700 per pupil while funding at-risk, school readiness, math and science centers, career
preparation and other educalion programs at current year levels. In addition, funding for higher education
will remain constant for those universities that restrain tuition growth and keep college atfordable. The
hottom line is that despite tough economic tmes, our commitment to educabion 1s unwavering.

Safety and security have also been high on our agenda and the result has been steady and
significant declines in the rate of violent crime. Now, as we must respond to new concerns regarding
terrorism, this budget recommends a five-year, $1 billion Airport Security and Protection {ASAF) plan.
Quick action on ASAP will maximize available resources and allow key projects to begin this summer.

By making work and personal responsibality a priority, Michigan has succeeded in helping more
than 300,000 families achieve independence from cash assistance. In this regard, flexibility from
Washington has made e difference, and this budget leverages additional flexibility to provide health
insurance and preseription coverage o more disabled mdividuals, families and senior citzens.

As always, the budget | present to you is balanced, prudent and protective of our state’s hard-won
*AAA" credit rating, [ realize that the convergence of retirements forced by term limits, redistricting and
recession make the politics of balancing the budget difficult and that there 15 a temptation to delay. But
decisions that are difficult today will be even more difficult tomomrow. So [ urge the Michigan
Legislature to act quickly on these recommendations.

This Executive Budget is the last of 12 that | have had the privilege to recommend. History will
tell whether we picked the right priorities and made the right decisions. [ believe we have made the nght
choices and that fiture generations will benefit from a better Michigan.

gﬂ'
Governor



A FounDATION FOR THE FUTURE
Fiscal Year 2003 Executive Budget

t has been well publicized that this may be the most difficult budget year in a
decade. America finds itself in the midst of an economic downturn, predicted

by analysts but exacerbated by the tragedies of September 11*". The last several
months have forced the nation to face the unimaginable. We have witnessed
events that have not only horrified us but inspired a sense of community that our
nation has not experienced in generations. Beyond the human tragedy, the
September 11" attacks and subsequent related events have inflicted economic pain
that contrasts sharply with the preceding decade of prosperity and growth.

Michigan has not been immune to these recent events. The impact of the recession
on our great state is being widely observed. As we look forward, we face many
great challenges and uncertainties. But we also have many opportunities on the
horizon. Our task now is to guide Michigan through this economic downturn —
protecting the gains we have made and preparing a foundation for the future.

Economy Coors DowN

The U.S. economic slowdown that began in March 2001 ended the longest
recorded U.S. economic expansion of ten years. Automakers made the most
aggressive production cuts in a decade and offered zero percent financing to boost
car sales beginning in October 2001. Michigan’s economy also slowed, causing
employment to decline. The unemployment rate averaged 5.0 percent in 2001, up
from 3.6 percent a year ago.

Changes in Michigan’s baseline revenues reflect the

i . . “Zero percent financing was, without a doubt,
national economic condition. A year ago, when the 4 f &

the most important stimulus package

fiscal year 2002 Executive Budget was presented, American families received. In an autumn of
the Governor warned “there is both hard data and a  tragedy and grief, Michigan’s companies
growing sentiment that suggests a slowing of helped ‘Keep America Rolling’.”

economic growth at the national and local levels.”

At that time, the Governor proposed a budget with ~ Governor John Engler, State of the State
less than one-half of one percent general fund Address, January 23, 2002

growth. In May 2001, it became apparent that state

revenues were declining and the budgets for fiscal

years 2001 and 2002 were adjusted downward to reflect the softening revenues.

The terrible events of September 11" worsened an already fragile economy. By

the end of fiscal year 2001, net general fund revenues had declined 8.1 percent

from the prior year.

OVERVIEW
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Fiscal Year 2002

In October 2001, a special Consensus Revenue Estimating Conference was held at
the request of the State Treasurer. At that conference, the Treasurer and the
directors of the House and Senate fiscal agencies further reduced their revenue
projections for fiscal year 2002, prompting the Administration and Legislature to
adjust the 2002 budget accordingly. The Governor issued Executive Order
2001-9 to bring spending in balance with available revenues. The Legislature is
to be commended for cooperating with the Administration to reach many
difficult, yet necessary, fiscal decisions at that time.

Ultimately, Executive Order spending reductions of almost $460 million were
approved, and additional reductions of $9.9 million were enacted by the
Legislature. These Executive Order reductions were in addition to more than
$210 million in spending reductions contained within the original fiscal year 2002
budget bills. In total, we reduced general fund support to state agencies in fiscal
year 2002 by over 7 percent compared to fiscal year 2001.

The final component of the fiscal year 2002 solution - the sale of state property in
Northville - still awaits legislative action. The Governor urges prompt action on
this bill in order to balance fiscal year 2002 and focus our collective efforts on
passing the fiscal year 2003 budget.

Fiscal Year 2003 Outlook

In December 2001, economic indicators suggested the economy was turning the
corner toward recovery. New claims for unemployment benefits had fallen
sharply, employment declines slowed, and consumer and business confidence
improved. These fundamentals indicate the underlying economy is sound and
the long term outlook for our state is positive.

Despite early signs of an economic

“The economy could see a healthy recovery by the second ~ rebound, state revenue forecasts suggest

half of the year. Productivity remains high, fiscal and that we not waiver from the prudent fiscal
monetary policy is agqressive. As long as consumer practices that gained Michigan its AAA
spending stays healthy, a rebound should begin this bond rating. Nor should we waiver from
quarter.”

Diane Swonk, Chief Economist for Bank One
Corporation, January 15, 2002

those policies that spurred Michigan's
economic growth during the 1990’s:
controlled spending, tax relief for the
citizens of the state, and a maximum
return on every tax dollar expended.

OVERVIEW
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The Michigan Constitution requires the Governor to present a balanced budget
to the Legislature. Proposed expenditures may not exceed available revenues.
The Governor relies on the results of the Consensus Revenue Estimating
Conference to set the revenues upon which the Executive Budget is based. In
early January 2002, the conferees jointly determined revenue projections for fiscal
year 2003. The budget presented today is based upon those revenue estimates.

Foundation for the Future



HicHLIGHTS OF THE EXECUTIVE BUDGET

The fiscal year 2003 Executive Budget reflects many difficult decisions necessary
to ensure that the state lives within its means. This budget reduces spending in
response to lower revenues, Fiscal Year 2003

et protects essential state _
Zervlices ' Total Recommended Expenditures

Transportation
8% Community Health
24%

Public
A key component of the 2003 Pmtﬁzﬁon
budget is the Governor’s
unwavering commitment to
our schools. Despite the

Jobs & Opportunity
3%

General Government

budget shortfall, he is % Resource gﬂt)j‘”ageme“t
determined to protect the gains ’
made in public education and Family
h hi ioinal it t Independence
onor his original commitmen Agency
to boost per pupil spending to 10% _ Education
$6,700 in 2003. Capriat Outiay 39%

1%

This budget also maintains a tremendous investment in Michigan’s higher
education system; improves health coverage for children, low-income families
and disabled persons; expands drug benefits for seniors; protects critical safety-
net programs for low-income residents of the state; and strengthens public safety
activities.

Overall Budget

The Governor’s proposed budget for fiscal year 2003 totals $39.4 billion. This
includes $9.2 billion in general fund spending, $11.2 billion from the School Aid
Fund, $1.5 billion in revenue sharing support for local governments, $2.2 billion
in state transportation spending, and $11.1 billion in federal revenues.

The spending plan for 2003 continues the Executive Order reductions
implemented last November with the exception of veterans service organizations
and critical public transit and transportation economic development fund
programs, which will be restored to their original fiscal year 2002 levels.

The fiscal year 2003 budget also recommends that fee increases included in
Executive Order 2001-9, totaling over $3.5 million, be permanently enacted into
law. This includes a number of fee increases in the departments of State Police
and Corrections, to support fingerprint and criminal records checks, parole and
probation oversight fees, and security guard licensure fees.

OVERVIEW
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General Fund Budget

The Consensus Revenue Conference estimates fiscal year 2003 general fund
revenues at $8.72 billion. This is a decline of 0.4 percent from the fiscal year 2002
revenues. In fact, general fund revenues for 2003 are below 1998 levels. When

compared to the
enacted fiscal year
2002 budget -
including Executive
Order 2001-9
reductions - the
revenues for next year
are $540 million less
than this year’s budget!
The pending 2002
supplemental for
acknowledged
Medicaid and public
assistance caseload
growth will boost the
funding gap to $580
million.

GF-GP Revenue Growth Declines

Year-Over-Year Percentage Growth of Net Revenue

7.5%

1999

-8.1%

2000 2001 2002 2003

It is important to note that the pending supplemental recognizes a Medicaid
caseload increase that is the result of a Fall 2001 consensus agreement with the
legislative fiscal agencies. However, the Administration remains concerned that
Medicaid needs are understated. As a result, the Administration will be
carefully monitoring the Medicaid caseloads and expenditure patterns

throughout the year.

Fiscal Year 2003 Funding Gap
(GF/GP $in millions)

FY 2003 Consensus Revenue Estimate $8,724.2
+ Diesel Equity and Simplification $3.0
Total Available FY 2003 Revenues $8,727.2
FY 2002 Enacted Appropriations $9,265.4
+ Medicaid & Welfare Caseload Increases $41.8
Anticipated FY 2002 Spending $9,307.2
Funding Gap $580.0
+ Unavoidable Spending Increases $388.2
Total FY 2003 Funding Gap $968.2

OVERVIEW
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In addition to the base funding
shortfall of $580 million, fiscal year
2003 has known and unavoidable
general fund spending pressures of
over $388 million. These spending
pressures most significantly affect
human service programs, including
$247 million for Medicaid costs and
$43 million for Family Independence
Agency public assistance caseload
growth. An additional $43 million is
required for non-discretionary
economic increases, $30 million for the
Department of Corrections operational
costs, $16 million for State Building
Authority rent, and $10 million for
other agency cost increases.

Foundation for the Future



When these unavoidable spending pressures are combined with current year
spending, the state faces a general fund gap of just under $970 million. The fiscal
year 2003 budget closes this funding gap with a variety of solutions including
expenditure reductions, use of available state restricted revenues, and a
withdrawal from the Budget Stabilization Fund. Many of these solutions are
painful and they will not be easy. However, the fiscal year 2003 Executive Budget
provides a reasonable, balanced response to the effects of the economic downturn
while maintaining tax cuts we have collectively supported.

The solutions to the funding gap do not pause the personal income tax rate cut
scheduled for next year, nor the Single Business Tax rate cut in January 2003. With
disciplined spending decisions, we will be able to preserve the tax relief that is so
vital to individual taxpayers and businesses in the state.

BarAaNcING THE GENERAL FUND BUDGET

The unpleasant reality is that, in fiscal year 2003, the general fund revenue
available for spending is less than it was five years ago. It will not be enough to
simply “tighten the belt” once more. The solutions to this spending shortfall lie in
difficult decisions, and major cost-cutting actions. Now is the time to influence
the future, recognizing that there is a clear difference between those programs we
would like to fund, and those essential programs we must fund.

The Governor’s budget closes the general fund shortfall with a mix of solutions. It
covers the $247 million Medicaid spending increase with a withdrawal from the
Medicaid Benefits Trust Fund of an equal amount. The Medicaid Benefits Trust
Fund was created from special financing revenues that have been earned in this,
and previous, fiscal years. In Michigan,

special financing has always been Fiscal Year 2003
dedicated to support the Medicaid GF/GP Budget Solutions
program.

Medicaid
Benefits Trust
Fund
25%

While the Trust Fund was originally Expenditure
intended to cover changes in the level of Reductions
federal financial support for the Medicaid 33%
program, spending it for unavoidable

caseload growth during this economic

downturn is an appropriate use of the

money. Even after this withdrawal, the (;réiet'nnﬂi
Fund will have a balance of $280 million at 30%
the end of next year.

Restricted
Revenues
12%

Appropriations reductions of nearly $310 million account for another 33 percent of
the fiscal year 2003 budget solution. A freeze on revenue sharing to local units of
government will save $112.4 million. By taking advantage of the state’s strong
OVERVIEW
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Funding for Schools Outpaces Inflation

credit rating and current low interest rates, debt restructuring will save $41
million. Collectively, state agencies will reduce staff in order to fund employee-
related economic adjustments. Additional agency cuts of over $60 million will be
achieved by reducing capital outlay spending, pausing economic development
job training grants during the summer months, consolidating long-term care
spending to ensure that seniors receive services in the least restrictive setting,
streamlining substance abuse administration and other smaller savings
throughout state government. In addition, $50 million in savings from the special
initiative announced this week will be allocated to individual agency budgets as
more information becomes available.

In the current year, almost $160 million of tobacco settlement revenues are being
used to help balance the general fund. For fiscal year 2003, the Governor reduces
the reliance on this fund source; the Merit Award Trust Fund withdrawal is
reduced to $100 million and the Governor recommends no withdrawal from the
Tobacco Settlement Trust Fund, as it is fully committed for valued health
programs.

The Governor also recommends the use of $27.6 million in available state
restricted and federal funds to replace general fund spending. In addition, the
Governor recommends that the available fund balance in the Michigan
Employment Security Act Contingent Fund be used to maintain the general fund
contribution to the School Aid Fund at the current year level of just under $200
million.

The Governor is also recommending a withdrawal of $207 million from the
Budget Stabilization Fund. The Governor proposes to transfer any unreserved
general fund balance to the Budget Stabilization Fund at the end of fiscal years
2002 and 2003 to begin to re-build the Fund for future economic downturns.
These actions leave the Fund balance very close to $250 million at the end of 2003.

EpucATiON REMAINS

Total State and Local

= |1 Topr PRIORITY

d

/

Education has been and continues to

I

2l % be critically important to the state.
" More than $15.1 billion, or 39 percent,
P of the state’s overall budget is devoted
W to education. This includes funding

ﬂ for the K-12 system, universities,

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

community colleges and student
Fiscal Year fil’lal’lClal aid.

——&—Percentage Growth In Total State & Local Funding for Schools

—#- Rate of Inflation
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Funding for K-12 public schools continues to be Governor Engler’s top priority.
School Aid Fund revenues, like general fund revenues, have been affected by the
recent economic downturn.

However, unlike general fund

revenues which have declined, School Aid Revenue Grows

the School Aid Fund has seen a GF-GP Revenue Declines
slowing in the rate of year-to-

year growth. In the late 1990’s,
School Aid Fund revenues grew
around 6 percent per year. In
2002, that rate of growth slowed
to approximately 2 percent. The
January Consensus Revenue
Conference projected that, as the

Year-Over-Year Percentage Growth of Net Revenue

economy rebounds, School Aid -8.1%
revenues will increase by 3.8 1999 2000 2001 2002 2003
percent in fiscal year 2003. ESchool Aid @ General Fund

Those revenue projections are
the basis for the Governor’s State
School Aid budget.

In fiscal year 2003, for the sixth year in a row, the state will spend more state
dollars on K-12 education than it spends for the entire general fund budget. State
spending in the fiscal year 2003 School Aid budget is almost $11.5 billion,
including $198.4 million general fund, an amazing commitment given the state’s
current fiscal situation. In addition, over $1.3 billion of federal funds are
appropriated, for total appropriations of nearly $12.8 billion. When local school
operating property taxes are combined with state appropriations, support for
schools jumps to nearly $14.5 billion in fiscal year 2003.

Although faced with declining state revenues, the Governor is committed to
boosting the minimum foundation allowance to $6,700 per pupil in fiscal year
2003. This $200 or 3.1 percent per pupil funding increase will cost $337 million.
To pay for this important enhancement, the Governor proposes modifying the
state education tax collection structure in fiscal year 2003. Currently, the six mill
state education property tax is collected in July and December each year. The
Governor recommends that, beginning in July 2003, all of the state education tax
be collected in the summer.

An earlier due date may cause financial hardship for some taxpayers. Therefore,
the Governor proposes a one-time tax cut of $266 million for all taxpayers in 2003,
by reducing the millage rate from the current six mills to five mills for one year
only. The estimated additional fiscal year 2003 revenue generated by changing
the tax collection schedule is just under $500 million, providing enough revenue
to support an increase in the foundation allowance to $6,700 per pupil.

OVERVIEW
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All federal grant programs that support school district operations have been
transferred to the State School Aid budget to allow greater coordination with
state school aid dollars. Federal implementation of the “No Child Left Behind
Act of 2001” results in significant new resources for school districts. Federal
formula-allocated funds received by Michigan from the U.S. Department of
Education total more than $1.3 billion, an increase of over $172 million from the
prior federal fiscal year.

HiGHER EDUCATION

Higher education is clearly one of the Governor’s top priorities. For fiscal year
2003, the Governor proposes maintaining funding for colleges and universities at
current year funding levels in order to protect students and their families from
the effects of sky-rocketing tuition increases. This significant investment of
resources should ensure that our higher education institutions remain affordable.

In recognition of the impact of the

. ‘ ‘ economy on state revenues and on
Education, more than any other single factor, the pocketbooks of students, the

will assure Michigan’s quality of life and university presidents have agreed

economic future.” . e
to constrain tuition increases for
next year to a maximum 8.5 percent,

Governor John Engler, State of the State

Address, January 23, 2002 or $425. A freeze on state
appropriations, while difficult, is a

fair response to the decline in state
revenues. Our higher education
leaders are to be applauded for their commitment to control tuition costs, and the
Governor urges the Legislature to swiftly enact the higher education budgets to
bring certainty to college tuition costs for next year.

SuPPORT FOR Low INcoME FAMILIES &
CHILDREN

Last year, when dealing with budget shortfalls, the Governor made it clear that
he considers health and safety-net services a priority. This budget reasserts the
Governor’s commitment to Michigan’s most vulnerable residents. Despite the
state of the economy, and despite budget shortfalls, critical services for low-
income individuals and families will remain in place.

As the lagging effects of the recession continue, more and more Michigan
residents may turn to the state for assistance. Now, during these challenging

Foundation for the Future



times, this budget devotes an increasing amount of federal and state funds to
public assistance programs to support the growing number of families who need
temporary income.

The Executive Budget recommends an additional $60.2

million in federal funding to cover cash assistance for “Why would you want to keep someone on
92,100 families, a 20 percent increase over the current welfare instead of helping them get a job?”

welfare caseload of 75,800. Although this increase

appears to be sizeable, the number of families receiving  Governor John Engler, 1991

cash assistance will remain below caseload levels

experienced in the early 1990’s. These relatively modest
caseload increases demonstrate the success of welfare reforms made during the
Engler Administration, which help families move from welfare to work.

In addition, 70,000 low-income families will continue to rely on the state for day
care assistance in fiscal year 2003. To cover these costs, the Governor includes
$23 million in new state funds to match available federal day care revenues.

A $7.7 million increase for the State Emergency Relief program will provide
additional funding for energy-related home repairs, rent assistance, and other
forms of emergency assistance.

Michigan is expecting to receive a substantial increase in its federal Low Income
Home Energy Assistance award. The additional $18.9 million that is
recommended in fiscal year 2003 represents an increase of nearly 30 percent from
the current year. These funds will support the home heating credit, energy-
related crisis intervention payments, and weatherization activities that make
homes more energy efficient.

HeA1rTH CARE & MEDICAID

Medicaid, which provides comprehensive physical and mental health coverage
for the state’s most vulnerable residents, is currently one of the state’s largest
expenditures — and the caseloads for these services are expected to rise. The
Executive Budget is built on the assumption that the number of Medicaid
recipients will continue to grow steadily through the third quarter of fiscal year
2002, stabilize as the economy recovers and then begin to slowly decline as the
economy rebounds. Medicaid spending on physical health services for fiscal
year 2003 totals $4.3 billion, an increase of 5 percent over current year levels.

The Governor’s spending plan also includes an additional $112.9 million to

finance a new initiative, the MIFamily Plan, which will expand Medicaid benefits
and improve health care access for more than 200,000 Michigan residents.

Fiscal Year 2003 Executive Budget

OVERVIEW
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The MIFamily Plan will utilize the flexibility given to states by the Bush
Administration’s Health Insurance Flexibility and Accountability federal waiver
process. This flexibility will allow the state to maximize unspent federal dollars
from the MIChild program and
expand health care coverage to
more individuals. Michigan
will also seek to increase
federal funding as a match for

state me'ntal heglth funds, Governor John Engler, announcing the MIFamily
thereby increasing overall health plan, January 23, 2002
mental health appropriations

by $50 million.

“When Washington gives the states the flexibility to
design programs that meet our needs, we stretch the
dollars and help more people.”

In his State of the Union address, President Bush renewed his commitment to
provide prescription drug coverage to seniors. Two of his proposals, Medicare
Low-Income Drug Assistance and the Medicaid Pharmacy Plus Waiver, are built
into the fiscal year 2003 Executive Budget. These initiatives will almost triple the
funding for Michigan’s Elder Prescription Insurance Coverage (EPIC) program
from $50 million this year to $145 million in fiscal year 2003. It is anticipated this
enhanced funding will allow EPIC to provide prescription drug benefits to an
additional 50,000 senior citizens with household incomes at or below 200 percent
of poverty.

ASSURING PUBLIC SAFETY

The events of September 11* have created needs for new emergency response
capabilities and protective measures to ensure the safety of Michigan residents.
In the aftermath of these tragic events, the Governor acted quickly to ensure
Michigan’s vital infrastructure was secure, our drinking water safe, and our
health officials prepared. In his State of the State address, the Governor recently
reconstituted the existing anti-terrorism task force as the Michigan Homeland
Security Task Force headed by the Michigan State Police.

The fiscal year 2003 Executive Budget
“Michigan has always met its challenges — marshals state resources to meet poter}t1a1
our state has always been a leader - when threats. The Governor’s recommendation
confronting crises at home or abroad.” includes an innovative Airport Security
and Protection (ASAP) plan that will
Governor John Engler, State of the State ~ invest over $1 billion in airport security
Address, January 23, 2002 and capital improvements over the next
five years. As the past few months have
painfully demonstrated, airport security
and safety are more important than ever. The Airport Security and Protection
(ASAP) plan will help ensure that new security measures, including controlled
airport access, passenger and baggage screening, terminal modifications, and

OVERVIEW
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airport employee screening are put in place as quickly as possible. This proposal
will redirect $6 million annually from the airport parking tax and combine it with
existing state aeronautics fund revenues, bond proceeds, federal funds, and local
revenues to pay for needed improvements to the statewide aviation system. The
Governor urges adoption of this package expeditiously, to avoid delaying these
key projects, several of which could begin immediately. Supplemental
appropriations of $55 million will allow many of these projects to start during the
summer of 2002.

A few days ago, the Bush Administration announced that Michigan will be
receiving a one-time grant of $30 million to build a stronger and more responsive
public health infrastructure. This funding will be used to improve labs, upgrade
infectious disease surveillance, and improve communications between local, state
and federal officials. The new federal funds will also support the education of
medical and emergency workers to assist in the early recognition of infectious
disease outbreaks, including a bioterrorist attack, involving the release of anthrax
or smallpox germs. The Governor advocates quick action to strengthen our state’s
ability to detect, prevent and respond to possible acts of terrorism. The fiscal year
2003 budget includes $9.5 million for this program and the Governor will be
recommending supplemental appropriations in the current year as funds become
available.

The Governor proposes supplemental appropriations of $15.5 million for the
construction of two new armories to serve the needs of the Michigan National
Guard. The Jackson Armory was built in 1850, and is the oldest armory in the
country. The Calumet Armory was constructed in 1915 and currently operates as
a joint-use facility. The existing facilities
are outdated and cannot meet the Guard’s

“In Michigan some special citizen-soldiers are keeping

current needs. The new facilities will _ _
provide adequate space for training, allow us safe at our border, in our airports, and on duty
’ overseas. They make us proud — they are the

the posts to operate as command control Michigan National Guard.”

centers in the event of an emergency, and

meet federal security requirements. Most Governor John Engler, State of the State
importantly, the new facilities will be able A ddress, January 23, 2002

to handle the needs of a more sophisticated,
technology-oriented military.

To ensure quality care for our veterans receiving services at the Grand Rapids
Veterans” Home, the Governor recommends augmenting staffing and services
with funds made available through certification of the home as a Medicaid-
eligible long-term care facility. The fiscal year 2003 recommendation provides
additional spending authorization of $3.6 million to support the effort to obtain
and maintain Medicaid certification. A fiscal year 2002 supplemental of $300,000
is also recommended to cover partial year costs associated with acquiring
Medicaid certification.

OVERVIEW
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REVENUE SHARING

Over 1,800 units of local government receive a portion of sales tax revenue
through the state revenue sharing program. The Governor’s budget for fiscal
year 2003 includes $1.53 billion for revenue sharing payments to local
communities. Each county, city, village and township retains the discretion to
determine which local services will be financed through state revenue sharing
funds. In 2003, total state spending as payments to local units of government
will exceed $16.1 billion; state revenue sharing payments represent 9.5 percent of
this total.

The source of revenue for the state revenue sharing program - sales tax revenue -
has reflected both the booming economy of the 1990’s and the recent economic
downturn. Revenue sharing payments to local communities increased from
$1.03 billion to $1.56 billion from fiscal year 1990 through 2001 — an increase of
over 51 percent, compared to the 37 percent increase in inflation during that
period. However, in the current

50%

40%

Revenue Sharing, year, revenue sharing payments
Inflation and General Fund Revenues were reduced to $1.53 billion, a
1.7 percent reduction from the
o, prior year. The Governor’s
- budget for fiscal year 2003

30%

recommends that aggregate

20% A

10% 1

0% -
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revenue sharing payments
remain unchanged at $1.53
billion.

1990 - 2001

| ¥ GF/GP T inflation 0 Revenue Sharing |

With continuation funding of
$1.53 billion and a larger
allocation required for the constitutionally-guaranteed portion of revenue
sharing, certain communities are expected to receive reduced revenue sharing in
fiscal year 2003. In order to minimize the financial difficulties that this might
pose for those communities, the Governor’s budget establishes one-time grants
to local governmental units with $10 million in general fund resources.

TRANSPORTATION

To accelerate the improvement of our state roads and bridges, in particular the
commercial routes, and to ensure that the costs of the preservation and critical
maintenance are shared fairly by all motorists, the fiscal year 2003 budget
includes a comprehensive package of diesel tax and collection simplification
reforms. Michigan’s current diesel taxation system is one of the most complicated
and burdensome in the nation. The proposed reforms simplify and modernize
the collection process for diesel fuel users and distributors, and accelerate the
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investment on Michigan’s most heavily traveled roads and bridges. The package
addresses fairness for motorists by rectifying the inequity between motor fuel tax
rates — standardizing all motor fuel taxes, including gasoline, diesel, and
liquefied petroleum gas, to an effective tax rate of 19 cents per gallon. Revenues
from a four cent diesel increase will be distributed as follows: 85 percent for use
on National Highway System routes, and 15 percent to the Critical Bridge Fund
for use on local “on-system” bridges. The reform

package provides a long-term revenue stream,

generating additional support of $46.3 million in ~ “This is a matter of simple equity, of truck

fiscal year 2003, $66 million in 2004, and over $90  owners paying at least as much as other
motorists for the privilege of using Michigan

million in 2005. Dedicating the revenues for these
purposes ensures that the diesel fuel tax increase
is used on the commercial system which is critical
to the state’s trucking, manufacturing, and
commercial interests.

roads.”

The Grand Rapids Press, May 15, 2001

CONCLUSION

The budget that is presented today leaves a balance of approximately $250 million
in the Budget Stabilization Fund. It is the Governor’s recommendation that any
unreserved fund balance at the end of fiscal years 2002 and 2003 be deposited into
the Budget Stabilization Fund. He also recommends that, if revenues improve
from current estimates, a portion of the increase be earmarked for deposit into the
Fund. Setting aside a reserve is more than just sound economic policy; it’s an
obligation to Michigan’s citizens. As the current economic downturn has
demonstrated, adequate reserves in the Budget Stabilization Fund can help
protect critical programs when the economy weakens. We need to rebuild the
Fund as quickly as possible.

The creation of this budget has not been easy. There will be vigorous debate on
some of the recommendations. Together we face the challenge of enacting a
balanced budget. The politics of balancing the budget are difficult, and there is a
temptation to delay. But decisions that are difficult today will be even more
difficult tomorrow. As term limits bring many to bid farewell, let us have the
courage to address the issues head-on, and the conviction to look beyond election-
year politics. To lay a firm fiscal foundation in these times of economic turmoil is
not only the best option, it’s also the only option.

Fiscal Year 2003 Executive Budget
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Recommendation Summary

General Fund/General Purpose
Net of Program Transfers

FY 2003 Change
Department FY 2002* Executive FY 2002 to FY 2003
Appropriations Recommendation Amount | Percent
Agriculture $41,396,000 $40,801,000 ($595,000) -1.44%
Attorney General 35,475,300 35,200,700 (274,600) 0.77%
Capital Outlay 302,470,200 304,482,900 2,012,700 0.67%
Career Development 34,602,700 34,679,800 77,100 0.22%
Civil Rights 14,333,000 14,414,900 81,900 057%
Civil Service 10,656,400 10,649,000 (7,400) -0.07%
Community Health 2,582,477,800 2,563,061,200 (19,416,600) -0.75%
Consumer and Industry Services 37,896,700 37,987,900 91,200 0.24%
Corrections 1,599,453,900 1,627,858,900 28,405,000 178%
Education 32,400,800 30,109,700 (2,291,100) -71.07%
Environmental Quality 83,613,700 74,660,100 (8,953,600) -10.71%
Executive Office 5,480,900 5,486,400 5,500 0.10%
Family Independence Agency 1,175,780,800 1,208,450,700 32,669,900 2.78%
Higher Education:
Community Colleges 319,596,319 319,732,319 136,000 0.04%
Universities/Grants & Fin. Aid 1,812,668,516 1,811,997,316 (671,200) -0.04%
History, Arts& Libraries 64,609,100 62,675,300 (1,933,800 -2.9%
Information Technology 0 0 0 0.00%
Judiciary 175,223,900 178,818,100 3,594,200 2.05%
Legislature 122,359,200 122,842,800 483,600 0.40%
Management and Budget 43,868,200 43,372,700 (495,500) -1.13%
Michigan Strategic Fund 60,156,200 46,080,200 (14,076,000) -23.40%
Military and Veterans Affairs 40,039,500 36,455,400 (3,584,100 -8.95%
Natural Resources 45,313,100 45,549,100 236,000 0.52%
School Aid 198,413,500 198,413,500 0 0.00%
State 17,718,700 17,741,300 22,600 0.13%
State Police 292,620,000 289,946,800 (2,673,200 -091%
Transportation 0 0 0 0.00%
Treasury 53,491,000 64,293,800 10,802,800 20.20%
Debt Service 105,295,000 59,586,400 (45,708,600) -43.41%
Various State Agency Reductions (50,000,000)
TOTAL $9,307,410,435 $9,235,348,235 ($72,062,200) -0.77%

*FY 2002 includes $41,820,000 GF/GP as recommended in supplemental dated November 6, 2001.
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Recommendation Summary
Federal Funds
Net of Program Transfers

FY 2003 Change
Department FY 2002* Executive FY 2002 to FY 2003
Appropriations Recommendation Amount | Percent
Agriculture $5,880,000 $6,639,500 $759,500 12.92%
Attorney General 7,624,800 7,672,700 47,900 0.63%
Capital Outlay 104,382,000 165,042,000 60,660,000 58.11%
Career Development 463,699,900 472,569,200 8,869,300 191%
Civil Rights 934,000 934,000 0 0.00%
Civil Service 4,779,100 4,779,100 0 0.00%
Community Health 4,516,453,800 4,801,713,100 285,259,300 6.32%
Consumer and Industry Services 234,440,500 242,311,500 7,871,000 3.36%
Corrections 28,032,400 26,403,400 (1,629,000) -5.81%
Education 942,579,100 39,863,400 (902,715,700) -95.77%
Environmental Quality 131,277,500 131,531,600 254,100 0.19%
Executive Office 0 0 0 0.00%
Family Independence Agency 2,499,689,850 2,604,621,650 104,931,800 4.20%
Higher Education:
Community Colleges 0 0 0 0.00%
Universities/Grants & Fin. Aid 4,900,000 5,500,000 600,000 12.24%
History, Arts& Libraries 7,111,800 7,111,300 (500) -0.01%
Information Technology 0 0 0 0.00%
Judiciary 3,363,200 3,864,500 501,300 14.91%
Legidlature 0 0 0 0.00%
Management and Budget 380,300 300,100 (80,200) -21.09%
Michigan Strategic Fund 62,934,400 62,953,300 18,900 0.03%
Military and Veterans Affairs 36,386,100 47,214,500 10,828,400 29.76%
Natural Resources 28,461,700 28,727,600 265,900 0.93%
School Aid 203,000,000 1,348,305,800 1,145,305,800 564.19%%
State 1,303,600 1,319,500 15,900 1.22%
State Police 43,211,000 45,570,500 2,359,500 5.46%
Transportation 960,483,900 987,176,100 26,692,200 2.78%
Treasury 33,490,000 44,296,100 10,806,100 32.27%
Debt Service 0 0 0 0.00%
TOTAL $10,324,798,950 $11,086,420,450 $761,621,500 7.38%

*FY 2002 includes $88,180,000 federal as recommended in supplemental dated November 6, 2001.
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Recommendation Summary

Other State, Private and Local Funds
Net of Program Transfers

FY 2003 Change
Department FY 2002* Executive FY 2002 to FY 2003
Appropriations Recommendation Amount | Percent
Agriculture $39,187,000 $39,060,000 ($127,000) -0.32%
Attorney General 10,043,500 10,047,600 4,100 0.04%
Capital Outlay 72,309,000 89,245,000 16,936,000 23.42%
Career Development 26,819,000 27,069,700 250,700 0.93%
Civil Rights 0 0 0 0.00%
Civil Service 11,352,900 11,489,200 136,300 1.20%
Community Health 1,568,739,500 1,721,716,700 152,977,200 9.75%%
Consumer and Industry Services 285,031,400 289,727,600 4,696,200 1.65%
Corrections 53,302,400 55,881,700 2,579,300 4.84%
Education 19,607,000 19,404,900 (202,100 -1.03%
Environmental Quality 240,328,100 184,591,000 (55,737,100) -23.19%
Executive Office 0 0 0 0.00%
Family Independence Agency 155,293,950 142,354,650 (12,939,300) -8.33%
Higher Education:
Community Colleges 2,000,000 2,000,000 0 0.00%
Universities/Grants & Fin. Aid 108,273,850 121,573,850 13,300,000 12.28%
History, Arts & Libraries 2,824,800 2,478,300 (346,500) -12.27%
Information Technology 0 0 0.00%
Judiciary 60,044,300 61,071,800 1,027,500 171%
Legislature 1,878,600 1,875,300 (3,300) -0.18%
Management and Budget 42,923,200 35,355,300 (7,567,900) -17.63%
Michigan Strategic Fund 45,900,000 45,903,100 3,100 0.01%
Military and Veterans Affairs 23,732,400 23,967,600 235,200 0.99%
Natural Resources 211,509,100 176,703,800 (34,805,300) -16.46%
School Aid 11,049,699,900 11,248,614,100 198,914,200 1.80%
State 64,452,000 64,274,300 (177,700) -0.28%
State Police 56,025,300 64,176,600 8,151,300 14.55%
Transportation 2,104,129,000 2,179,195,000 75,066,000 357%
Treasury 1,789,764,200 1,780,444,700 (9,319,500) -052%
Debt Service 700,000 0 (700,000) -100.00%
TOTAL $18,045,870,400 $18,398,221,800 $352,351,400 1.95%

*FY 2002 includes $137,551,900 local and other state restricted as recommended in supplemental dated November 6, 2001.
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Recommendation Summary

All Funds
Net of Program Transfers

FY 2003** Change
Department FY 2002* Executive FY 2002 to FY 2003
Appropriations Recommendation Amount | Percent
Agriculture $98,571,100 $97,454,300 ($1,116,800) -1.13%
Attorney General 62,900,500 62,838,900 (61,600) -0.10%
Capital Outlay 486,161,200 562,769,900 76,608,700 15.76%
Career Development 525,121,600 534,318,700 9,197,100 1.75%
Civil Rights 15,267,000 15,348,900 81,900 0.54%
Civil Service 30,088,300 32,217,300 2,129,000 7.08%
Community Health 8,742,178,500 9,155,663,900 413,485,400 4.73%
Consumer and Industry Services 557,480,400 570,138,100 12,657,700 2.21%
Corrections 1,686,754,400 1,713,462,500 26,708,100 158%
Education 995,104,900 89,896,000 (905,208,900) -90.97%
Environmental Quality 473,028,300 404,825,600 (68,202,700) -14.42%
Executive Office 5,480,900 5,486,400 5,500 0.10%
Family Independence Agency 3,831,729,900 3,956,405,800 124,675,900 3.25%
Higher Education:
Community Colleges 321,596,319 321,732,319 136,000 0.04%
Universities/Grants & Fin. Aid 1,925,842,366 1,939,071,166 13,228,800 0.69%
History, Arts& Libraries 74,545,700 72,264,900 (2,280,800) -3.06%
Information Technology 333,453,600 333,453,600 100.00%
Judiciary 241,449,900 246,587,900 5,138,000 213%
Legislature 125,850,000 126,345,700 495,700 0.3%%
Management and Budget 172,685,300 188,634,700 15,949,400 9.24%
Michigan Strategic Fund 169,090,600 155,037,500 (14,053,100) -8.31%
Military and Veterans Affairs 100,268,000 107,837,500 7,569,500 7.55%
Natural Resources 288,700,800 254,418,400 (34,282,400) -11.87%
School Aid 11,451,113,400 12,795,333,400 1,344,220,000 11.74%
State 139,288,400 179,828,100 40,539,700 29.10%
State Police 411,783,800 416,444,600 4,660,800 1.13%
Transportation 3,076,072,400 3,166,371,100 90,298,700 2.9%
Treasury 1,885,982,200 1,908,479,900 22,497,700 1.19%
Debt Service 105,995,000 59,586,400 (46,408,600) -43.78%
Various State Agency Reductions (50,000,000)
TOTAL $38,000,131,185 $39,422,253,485 $1,422,122,300 3.74%

*FY 2002 Includes $267,551,900 gross as recommended in supplemental dated November 6, 2001.
FY 2002 All Funds includes Interdepartmental Grants and Intradepartmental Transfers of $322,051,500.
**EY 2003 All Fundsincludes Interdepartmental Grants and Intradepartmental Transfers of $702,263,000.
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Fiscal Year 2003
Executive Budget Recommendation
(Amounts in Thousands)
FY2002 Reconmennded Supplenental FY2002 Revised FY2003 Executive
Departrrent Current Law of Novenber 6, 2001 Current Law+ Supplenental Budget Recommendation
Gross G Goss [Cey Goss [e(ey Gross Fee

Agriculture 98,571.1 41,3960 98,571.1 41,396.0 974543 40.801.0
Attomey General 629005 354753 62.900.5 354753 62,3389 35,200.7
Capital Outlay 486,161.2 3024702 486,161.2 302,470.2 562,769.9 3044829
Career Developnent 525,121.6 346027 525,121.6 346027 5343187 34679.8
Civil Rights 15267.0 14333.0 152670 14,333.0 15,489 144149
Civil Service 30,0883 10,6564 30,0883 10,6564 22173 10,649.0
Conmunity Health 8,525,720.0 2,560,657.8 2164585 21,8200 87421785 2.582,471.8 9,155,663.9 2,563,061.2
Consumner and Industry Services 5574804 37.896.7 5574804 37,8%.7 570,138.1 37,9879
Corrections 16822544 1,599,453.9 4500.0 00 1,686,7544 1,599,453.9 1,713,462.5 1,627,8589
Fducation 995,104.9 32400.8 995,1049 32400.8 89,396.0 30,109.7
Fnvironmental Quality 458028.3 83,6137 15,000.0 00 473,0283 83,613.7 404,825.6 74,600.1
Bxecutive Office 54809 54809 54809 54809 54864 54864
Family Independence Agency 3,805,674 1,155,780.8 26,050.5 20,000.0 3,831,7299 1,175,780.8 3,956,405.8 1,208450.7

Higher Education: 00 0.0
Conmunity Colleges 321,5%.3 319,596.3 321,596.3 319,5%.3 321,7323 3197323
Universities/Gants & Fin. Aid 1,925,842.4 1,812,668.5 1,925,8424 1,812,668.5 1,939,071.2 1,811,997.3
History, Auts, and Libraries 745457 64,609.1 74,5457 64,600.1 72,2649 62,6753
Infornmation Technology 0.0 00 0.0 0.0 333453.6 00|
Judiciary 241,449.9 1752239 241,449.9 175223.9 246,5879 178,818.1
Legislature 125,850.0 1223592 125,850.0 122359.2 126,345.7 122.842.8
Managenent and Budget 172,685.3 438682 1726853 438682 188,634.7 433727
Michigan Strategic Fund 169,090.6 60,1562 169,090.6 60,1562 155,037.5 46,080.2
Military and Veterans Affairs 100.268.0 40,039.5 100263.0 40,039.5 107,8375 364554
Natural Resources 287,657.9 45313.1 1,042.9 00 288,700.8 45313.1 2544184 45549.1
School Aid 11451,1134 1984135 11451,1134 198413.5 12,795,3334 1984135
State 1392884 17,7187 1392884 17,7187 179,828.1 17,7413
State Police 407,283.8 292,620.0 4,500.0 00 411,783.8 292,620.0 416,444.6 289,946.8
Transportation 30760124 00 30760724 0.0 3,166,371.1 00
Treasury 1,885982.2 53491.0 1,885982.2 53491.0 1,908,479.9 64.293.8
Debt Service 105,995.0 105,295.0 105,995.0 105295.0 59,5864 59,5864
Various State Agency Reductions (50,000.0 (50,000.0
TOTAL 37,732.579.3 9,265,590 267,551.9 41,8200 38,000,131.2 9,307,4104 39042.253.5 9,235,3482)




State Spending from State Sour ces
and Paymentsto L ocal Units of Gover nment

Agriculture

Attorney General

Capital Outlay

Career Development

Civil Rights

Civil Service

Community Health

Consumer and Industry Services

Corrections

Education

Environmental Quality

Executive Office

Family Independence Agency

Higher Education;
Community Colleges
Universities/Financial Aid

History, Artsand Libraries

Information Technology

Judiciary

Legislature

Management and Budget

Michigan Strategic Fund

Military and Veterans Affairs

Natural Resources

School Aid

State

State Police

Transportation

Treasury

Total

State Spending From
State Sources

$78,733,400
44,065,300
350,727,900
44,341,300
14,414,900
20,288,200
3,156,389,400
326,975,500
1,683,349,500
44,069,000
258,815,400
5,486,400
1,273,839,500

321,732,319
1,933,571,166

0
236,105,600
124,318,100

78,728,000
91,130,200
59,893,000
220,481,500
11,446,327,600
82,015,500
350,209,700
2,173,395,000
1,903,417,100

$26,322,820,485

Percentage of State Spending from State Sources
as Paymentsto Local Units of Government

HIGHLIGHTS AND BUDGET SUMMARIES
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Paymentsto L ocal
Units of Gover nment

$3,854,400
0
17,425,000
0

0

0
1,001,418,200
19,921,000
78,221,300
16,436,800
15,557,500
0
207,056,200

319,732,319
4,029,060

0

113,195,500

0

0

9,009,400
120,000
22,786,500
11,389,641,800
69,800
19,968,100
1,185,991,600
1,636,780,100

$16,061,214,579

61.02%
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FISCAL YEAR 2002
RECOMMENDED SUPPLEMENTAL APPROPRIATIONS

Submission
All Funds GFEIGP Date

Capital Outlay (9,217,300)  (9,217,300) 01-28-2002
Capital Outlay 88,500,000 0  02-07-2002
Department of Community Health 216,458,500 21,820,000 11-06-2001
Department of Community Health 4,214,000 0 01-28-2002
Department of Corrections 4,500,000 0 11-06-2001
Department of Education 365,100 365,100 01-28-2002
Department of Environmental Quality 15,000,000 0 11-06-2001
Family Independence Agency 26,050,000 20,000,000 11-06-2001
Department of Military and Veterans Affairs 300,000 300,000 02-07-2002
Department of Natural Resources 1,042,900 0 11-06-2001
Department of State 80,000 80,000 01-28-2002
Department of State Police 4,500,000 0 11-06-2001
Department of Transportation 31,569,600 0 02-07-2002
Department of Treasury - Debt Service (9,000,000)  (9,000,000) 01-28-2002

Total Recommended Supplementals $374,362,800 $24,347,800

HIGHLIGHTS AND BUDGET SUMMARIES
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State School Aid

(Amounts In Thousands)

Funding History

FY90 FY01 FY02 FYO03
GF/GP $749,134.1 $385,613.5 $198,413.5 $198,413.5
All Funds $2,992,824.9 $10,892,285.0/ $11,451,113.4| $12,795,333.4
% Change - GF/GP -48.5% 0.0%
% Change - All Funds 5.1% 11.7%
KEY ISSUES GF/IGP All Funds
Total Enacted FY2003 Budget (P.A. 121 of 2001) $40,762.8 $8,128,366.4
Net Increases - Proposal A 1994-95 Obligation Payment, Headlee
Special Education Obligation Payment, and Discretionary Payment,
based on a $6,500 basic foundation allowance and changes to pupil
counts, local revenue estimates, and estimated special education costs $84,054.7 $2,514,740.0
Increase Discretionary Payment and Special Education
to Provide $6,700 Basic Foundation $0.0 $336,700.0
Increase School Lunch Mandated Payment $0.0 $1,395.5
Restore Other K-12 Programs
At Risk Funding $0.0 $314,200.0
Intermediate School Districts General Operations $0.0 $92,170.8
Adult Education $200.0 $75,000.0
School Readiness Preschool $200.0 $72,800.0
Vocational Education $0.0 $40,837.6
Career Preparation $22,200.0 $22,200.0
Adult Learning $20,000.0 $20,000.0
Math/Science Centers $548.0 $10,232.3
Funding for Court Placed Children $0.0 $8,900.0
Other Programs including Bilingual Education, Gifted and Talented, Bus Driver
Safety, Accreditation Grant, Golden Apple, and Michigan Virtual High School $6,500.0 $16,657.0
Restore School Performance Reporting in Department of Information Technology $4,500.0 $4,500.0
Restore and Increase Renaissance Zones Reimbursement $10,174.0 $10,174.0
One Time State Education Tax Administration Fee to County Treasurers $4,600.0 $4,600.0
Transfer Federal Grants Funding from Department of Education $0.0 $1,113,305.8
Transfer School Bond Loan Redemption Fund from Treasury $4,674.0 $5,374.0
Transfer School Health Curriculum from Department of Community Health $0.0 $3,180.0
Subtotal $157,650.7 $4,666,967.0
FY2003 EXECUTIVE RECOMMENDATION $198,413.5| $12,795,333.4

Fiscal Year 2003 Executive Budget
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State School Aid

unding for public schools continues to be Governor Engler’s top priority. In

fiscal year 2003, for the sixth year in a row, the state will spend more state
dollars on K-12 education than it spends in the entire general fund budget. State
spending in the fiscal year 2003 school aid budget is almost $11.5 billion,
including $198.4 million in general fund, an amazing commitment given the
state’s current fiscal situation. In addition, over $1.3 billion of federal funds are
appropriated, for a total appropriation of nearly $12.8 billion. The Governor
proposes to increase per pupil funding to $6,700 and restore major categorical

Fundmg programs at current year levels. When local school operating property taxes are
shift combined with state appropriations, total state and local funding for schools is
] estimated at nearly $14.5 billion in fiscal year 2003.
provides
Achievements of Engler Administration
property School Finance Reform. One of Governor Engler’s enduring legacies will be
tax relief school finance reform, known as Proposal A. Prior to passage of Proposal A in
1994, Michigan property taxes were 30 percent above the national average and
property value assessments outpaced inflation,
Funding Responsibility causing voter dissatisfaction and forcing senior
Pre-and-Post Proposal A citizens out of their homes. In 1993, 44 percent of
Prior to Proposal A After Proposal A all local school millage elections were defeated.

FY1994

Fr2008 Disparity in per pupil funding ranged from a low

Local Funding- Local Funding-

State Funding -
37%

SCHOOL AID
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63% 21% of $3,398 in the Onaway Area Community school
district to a high of $10,294 in the Bloomfield Hills
school district.

Bipartisan support evolved around several school
finance reform goals: guarantee a minimum
amount of per pupil funding, provide more
equitable per pupil funding between districts,

State Funding-

9% and reduce reliance on local property taxes. In
March 1994, voters approved a sales tax increase of two cents to replace the
majority of local property taxes for school operating purposes.

After Proposal A passed, Michigan property taxes were cut by almost $3 billion
per year. School operating taxes were reduced from an average of 34 mills to 6
mills for most homeowners. Property tax assessment annual increases were
capped at 5 percent or inflation, whichever was less, until ownership was
transferred.

To address funding inequities, a minimum funding level of $4,200 per pupil
and a benchmark “basic” foundation allowance of $5,000 per pupil was set in
1995. Fiscal year 1995 marked the first year that each school received at least
$4,200 per pupil. Each year thereafter, when the Legislature raised the basic
foundation allowance, districts with per pupil funding below the basic
foundation were provided an additional increase to close the funding gap
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between poorer and wealthier districts. In fiscal year 2000, the gap between the
minimum and the basic foundation was closed. In fiscal year 2002, all districts
received funding of at least $6,500 per pupil - a threshold that once defined a
wealthy district. The Governor recommends that per pupil spending be boosted to
$6,700 in fiscal year 2003.

Prior to Proposal A, the wealthiest K-12 district had per pupil funding in excess of
three times of that of the poorest district. In eight short years, Proposal A has
reduced the ratio between the wealthiest district and the poorest district to 1.8.

Special Education. Special education appropriations have increased from $273.6
million in 1997 to over $1.1 billion in 2003, a four-fold increase in only six years,
serving over 230,000 children.

In 1997, after 17 years of litigation, the Michigan Supreme Court ruled that school
districts were entitled to court-specified percentages of funding for special
education services. The 84 plaintiff districts received nearly $212 million in
retroactive payments. The Governor and legislature voluntarily offered similar
settlements to non-plaintiff districts. The total cost to taxpayers, including interest,
was over $1.1 billion.

In 1999, the Michigan Court of Appeals further clarified the original court decision
by ruling that funds guaranteed by one section of the state Constitution (Proposal A)
could not also be used to satisfy the state’s obligations under a different section of
the Constitution (Headlee). Therefore, in fiscal year 2001, the state demonstrated its
compliance by establishing discrete payments as required by each section of the
Constitution, plus a separate discretionary payment in excess of the state’s
constitutional obligations. This discretionary payment equaled $2.5 billion in 2002.

Student Academic Improvement. There are many signs that the State’s efforts to
improve academic achievement have made a difference. Michigan students placed
first in the nation in math and science achievement on the internationally
benchmarked Third International Math and Science Study (TIMSS). Michigan fourth
and eighth graders scored above the national average on the math portion of the
National Assessment for Education Progress (NAEP). On average, not only do
Michigan high school students do better than children from other states on the
American College Test (ACT) and Scholastic Achievement Test (SAT), but more
students are taking the test.

School Choice. Another of Governor Engler’s legacies will be the implementation of
schools of choice. School choice allows parents to seek a quality education for their
children without having to relocate to a new district, and it provides a competitive
incentive for schools to improve overall performance. Currently, over 350 school
districts enroll 33,500 children who reside in other districts. More than 190 charter
schools or public school academies enroll over 64,200 children.

Fiscal Year 2003 Executive Budget
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FY 2002
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Closing the School Funding Gap

$4,200

Response to Revenue Decline

Despite declines in state revenues, the Governor and the Legislature increased
school aid appropriations by five percent in fiscal year 2002, while general fund
appropriations for state agencies declined almost eight percent. Up to $350
million will be withdrawn from the Budget Stabilization Fund during fiscal year
2002 to shore up reduced School Aid Fund revenues and protect funding for
schools. The Governor recommends that the full $350 million be withdrawn and
any remaining balance be carried forward for expenditure in fiscal year 2003.

Summary of Fiscal Year 2003 Executive Budget
Although faced with declining state revenues, the Governor is committed to
boosting the minimum foundation allowance to $6,700 per pupil in fiscal year
2003. This $200, or 3.1%, per pupil funding increase will cost $337 million. The
Governor proposes modifying the state education tax collection structure in
order to generate additional revenues in fiscal year 2003 that can be used to pay
for this important enhancement. Currently, the six mill state education property
tax is collected in July and December
each year. The Governor recommends
that, beginning in July 2003, all of the
state education tax be collected in the
summer. To mitigate the burden that an
earlier due date may cause for some
taxpayers, the Governor proposes a one-
time tax cut of $266 million for all
taxpayers in 2003 by reducing the
millage rate from the current six mills to
$6,700 five mills. The estimated additional
fiscal year 2003 revenue from this

$6,500

$4,000
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ss000  ssso0 ssooo  seseo s7oc0  change in the tax collection schedule is

H Basic Foundation @ Minimum Foundation

just under $500 million, providing
enough revenue to support an increase

in the foundation allowance to $6,700
per pupil.

In addition, the Governor recommends restoring funding for the following
programs at current year levels: at-risk, school readiness, vocational education
and career preparation, intermediate school district operations and millage
equalizations, adult education and adult learning, funding for court-placed
children, Renaissance Zone reimbursement, bilingual education, math/science
centers, gifted & talented programs, and other smaller programs.

Despite the decline in general fund revenues, the Governor recommends that the
general fund contribution to the school aid fund remain at $198.4 million - the
current year level. However, $79.5 million of that contribution is contingent on
passage of legislation authorizing the deposit of excess Michigan Employment
Security Act Contingency Fund revenues into the general fund.

Foundation for the Future



All federal grant programs that support school district operations have been
transferred from the Department of Education budget to the State School Aid
budget to allow greater coordination with state school aid dollars. Federal
implementation of the “No Child Left Behind Act of 2001 results in significant
new resources for school districts. Federal formula-allocated funds received by
Michigan from the U.S. Department of Education in this and other state budgets
total more than $1.4 billion, an increase of over $172 million from the prior federal
fiscal year. Accompanying this new funding are new federal mandates to improve
school accountability. For example, students in grades three through eight must
be tested annually in math and reading and, although there is increased financial
assistance to help low-performing schools, those schools may be subject to
sanctions if performance does not improve.

Notable changes in federal funding include:
» Title I grants to local school districts of almost $410 million, an increase of $54.4
million, for schools in high-poverty areas;

* New Title | Reading First grants of $27 million focused on children in

kindergarten to grade three;

New Teacher Quality grants of almost $107 million that combine funding from

class size reduction and Eisenhower professional development grants and
provide greater flexibility to strengthen the skills and knowledge of teachers

and administrators;

New 215t Century Community Learning Center grants of over $11 million that

provide extended learning opportunities, such as after-school and summer

school for children in low-performing schools;

New grants of $1.9 million for rural and low-performing schools to instruct
teachers on how to use technology to improve learning; and

New Community Service grants of over $1.6 million to help students who have

been expelled or suspended from school and are required to perform

community service.

STATE SCHOOL AID FUND BALANCES (in Millions)

FY2001 FY2002 FY2003

Revenues:
Beginning Balance $853.4 $694.8 $271.8
Dedicated Current Year Revenues 9,994.1 10,213.4 10,596.6
Early State Education Tax Collections 0.0 0.0 493.7
General Fund 385.6 198.4 198.4
Budget Stabilization Fund 32.0 382.0 32.0
Federal Revenue 160.0 203.0 1,348.3
Local Revenue 0.0 0.0 0.7

Available School Aid Revenues $11,425.1| $11,691.6| $12,941.6
Expenditures
PA 121 of 2001 $10,892.3| $11,458.3 $8,128.4
Adjustments Recommended by Governor 0.0 (38.6 3,216.3
Raise Per Pupil Foundation by $200 to $6700 0.0 0.0 336.7
Budget Transferred Federal Grants/Local Revenue 0.0 0.0 1,114.0

Revised Expenditures $10,892.3| $11,419.8| $12,795.3
Net Bookclosing Adjustments (161.9 0.0 0.0
Estimated Year End Balance $694.8 $271.8 $146.2

Fiscal Year 2003 Executive Budget
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Program Outcomes

Fiscal Year

2000 2001 2002 2003
Increase the percentage of 4™ and 7™
grade students who meet and exceed
state standards on the MEAP
mathematics and reading tests by 2.0%:
4™ Grade Math 74.8% 72.3% +2.0% +2.0%
4™ Grade Reading 58.2% 60.4% +2.0% +2.0%
7™ Grade Math 62.8% N/A N/A N/A
7" Grade Reading 48.4% 57.9% +2.0% +2.0%
7" Grade Language Arts N/A 68.2% +2.0% +2.0%
Increase the percentage of 5™ and 8™
grade students who meet and exceed
state standards on the MEAP science,
writing and social studies tests by 2.0%:
5" Grade Science 43.6% 41.6% +2.0% +2.0%
5" Grade Writing 67.8% 61.1% +2.0% +2.0%
5™ Grade Social Studies 20.6% 18.8% +2.0% +2.0%
8" Grade Science 24.2% 19.7% +2.0% +2.0%
8™ Grade Writing 66.8% 67.0% +2.0% +2.0%
8" Grade Social Studies 30.8% 30.0% +2.0% +2.0%
Increase the percentage of high school
students who meet and exceed state
standards on the MEAP mathematics,
reading, science, writing and social
studies tests by 2.0%:
Math 64.8% 68.4% +2.0% +2.0%
Reading 69.4% 74.2% +2.0% +2.0%
Science 55.6% 60.3% +2.0% +2.0%
Writing 58.4% 68.5% +2.0% +2.0%
Social Studies 24.1% 26.6% +2.0% +2.0%
Improve the ACT scores of Michigan
high school seniors. Maintain a
composite score greater than the
national average by .2 or more points
(the 1999 and 2000 national averages
were 21.0) 21.3 N/A +.2 points | +.2 points
Increase the percentage of districts with
educational choice options by five 52.5% 58.3% 64.3% +5.0%

percentage points annually.

SCHOOL AID
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Universities, Grants and Financial Aid

(Amounts In Thousands)

Funding History

FY90 FYO1 FY02 FY03

GF/GP $1,193,518.7 $1,785,850.6| $1,812,668.5| $1,811,997.3
All Funds $1,197,173.8 $1,910,550.9| $1,925,842.4| $1,939,071.2
% Change - GF/GP 1.5% -0.0%
% Change - All Funds 0.8% 0.7%

KEY ISSUES GF/GP All Funds
Michigan Merit Award Program $0.0 $11,300.0
Rare Isotope Accelerator $0.0 $2,000.0
Federal Financial Aid Increase $0.0 $600.0
HEIDI Data Base ($25.0) ($25.0)
Spring Arbor College Prison Program ($135.3) ($135.3)
Eliminate Funding for Michigan Molecular Institute ($236.9) ($236.9)
Cap Project GREEEN Funding at $6.0 Million ($191.5) ($191.5)
Midwest Higher Education Compact Dues ($82.5) ($82.5)
Subtotal ($671.2) $13,228.8
FY 2003 Executive Recommendation $1,811,997.3| $1,939,071.2

UNIVERSITIES, GRANTS AND FINANCIAL AID
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Universities, Grants and Financial Aid

Af we enter an increasingly complex future, every Michigan citizen will
equire the skills to adapt to changing jobs and economic conditions. More
than ever, quality post-secondary education and basic and applied research will
determine our future prosperity. Michigan’s 15 public universities and 54
independent, nonprofit colleges and universities are key to building the skills and
abilities we need to thrive in the 21% century. The Governor’s fiscal year 2003
budget continues his commitment to higher education. The fiscal year 2003
recommendation for higher education maintains funding at the current year
level, totaling over $1.9 billion, of which $1.8 billion is general fund.

Achievements of Engler Administration

Over the past 12 years Michigan’s higher education system has been
strengthened and is one of the most highly regarded in the nation. Since fiscal
year 1990, general fund support for higher education has increased by $618
million - well above inflation. University

University Operations Y 2003 operation; funding has begn exceptionally
($ in millions) generous in recent years with a 34.5 percent
University of Michigan $363.6 ?ncrease since 1995, compared to inflation of
Michigan State University $326.0 just over 20 percent. I.n 2000, the Governor
. ) recommended a funding model to create
Wayne Sta_te pmver3|.ty : $253.6 more equity in per pupil funding between
Western Michigan University $125.71  state universities. This resulted in the
Central Michigan University $90.0] creation of five university groups and the
Eastern Michigan University $87.6| establishment of a per student funding floor
Grand Valley State University $60.1| for each group. As a result of this funding
Ferris State University $55.5| Mmodel, legislative debate has focused on
Michigan Technological University $55.2| Improving per pupil funding equity.
Qakland University 3524 In addition to support for operating needs
No.rtherr] M'Ch"_’a’T University $52.0 since 1990 the state has committed to
University of Michigan - Dearborn $28.0 spending $1.9 billion for capital outlay
Saginaw Valley State University $27.41  projects on Michigan’s 15 public university
University of Michigan - Flint $24.11 campuses. This investment will help ensure
Lake Superior State University $14.3| that Michigan’s students, teachers and
Total $1,615.5| researchers have facilities that cultivate

learning and support research.

A major hallmark of the Engler legacy will be his efforts to make postsecondary
education more affordable. Beginning with the high school class of 2000, the
Michigan Merit Award program was created. This program provides $2,500
awards based on student achievement on Michigan Education Assessment
Program (MEAP) or other achievement tests. The award may be used for
education and training in a variety of settings. In the first two years of the
program, more than 91,000 high school seniors qualified for a Michigan Merit
Award.

UNIVERSITIES, GRANTS AND FINANCIAL AID
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In November, 2000, Michigan implemented the Michigan Education Savings Plan.
The Education Savings Plan offers tax and investment features to help all Michigan
families save for college. More than 31,000 families have invested approximately
$71 million to help fund their children’s educational expenses.

Response to Revenue Decline

Both the Governor and the Legislature have acted to protect higher education from
the effects of the current recession. In fiscal years 2001 and 2002, spending for
higher education increased by 6.3 percent and 1.5 percent respectively, compared to
general fund revenue declines of 8.1 percent in 2001 and 2.6 percent in 2002.

Summary of Fiscal Year 2003 Executive Budget

The Executive Recommendation again protects higher education from reductions
by continuing operations funding at current levels. However, to keep higher
education affordable for students, the Governor recommends that universities
restrain 2002-2003 tuition and fee increases to no more than 8.5 percent or $425,
whichever is greater, and document significant increases in utilities, retirement,
technology, or health care. Universities that raise tuition rates higher than this cap
will have state operations funding reduced to offset dollars raised above the cap.

In his 2002 State of the State address, Governor Engler discussed the exciting Col |ege
opportunity Michigan has to become the world’s leading center for research in

nuclear structure and nuclear astrophysics. The U.S. Department of Energy and enrollment
the National Science Foundation are preparing to invest $1 billion to develop a .

new Rare Isotope Accelerator (RIA). Such a facility, located on the Michigan State IS 0N the
University campus, could become the catalyst for an explosion of high-tech .
research and development. The Governor’s fiscal year 2003 recommendation upswing
includes $2.0 million to support project planning and design efforts.

Several small, targeted reductions are More Students Attend Public Universities
recommended by the Governor, including 240,000

the elimination of funding for the Michigan

Molecular Institute ($236,900), the defunct 230,000 -

Spring Arbor College prison program
($135,300), and the Midwest Higher

Education Compact ($82,500). In addition, 220,000
the Governor recommends capping support

for Project GREEEN at $6.0 million, and 210,000 -
reducing funding for the Higher Education

Institutional Data Inventory (HEIDI). 200,000 -

90 91 92 93 94 9 9% 97 98 99 00 O1
University Fiscal Year

The Governor’s budget includes an

additional $11.3 million from the Michigan Merit Award Trust Fund to pay for an
increase in students qualifying for Michigan Merit Awards. An additional
$600,000 in available federal funds is included for State Competitive Scholarships
and Byrd Scholarships.

UNIVERSITIES, GRANTS AND FINANCIAL AID
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Funding History

Community Colleges

(Amounts In Thousands)

FY90 FYO1 FY02 FY03

GF/GP $212,490.5 $315,011.7 $319,596.3 $319,732.3
All Funds $212,490.5 $325,011.7 $321,596.3 $321,732.3
% Change - GF/GP 1.5% 0.0%
% Change - All Funds -1.1% 0.0%

KEY ISSUES GF/GP All Funds
Renaissance Zone Reimbursement Funding $136.0 $136.0
Subtotal $136.0 $136.0
FY 2003 Executive Recommendation $319,732.3 $321,732.3

Fiscal Year 2003 Executive Budget
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Community Colleges

ichigan’s comprehensive community college system provides its citizens

with access to affordable, high quality postsecondary education. Last year,
over 400,000 residents increased their skills by taking courses at one of
Michigan’s 28 public two-year colleges in the areas of occupational training,
professional and personal development, and preparation for continued study at
four-year colleges and universities. State funding provides one-third of total
community college operating revenues. The Governor’s fiscal
year 2003 budget recommendation maintains fiscal year 2002

COmguenrgi;osllege appropriation levels for community colleges and totals $321.7
P FY2003 | million, $319.7 million general fund.

($ In Thousands)
Macomb $34,381.0| Achievements of Engler Administration
Lansing 32,223.0]  since fiscal year 1990, the general fund support for community
Henry Ford 22,708.5]  colleges has increased by $107 million - 50 percent - well above
Oakland 21,688.0| jnflation. This increased state support has helped community
Grand Rapids 18,633.4 colleges remain affordable. The average cost for a full-time
Wayne County 17,223.71 student to attend a community college is approximately $1,800.
Mott 16,291.51  Thjs compares to average tuition and fees exceeding $4,900 at
Delta 14.813.9  state universities. Additionally, community college students
Washtenaw 12,937.2]  henefit from several state student financial aid programs
Kalamazoo Valley 12826.0] jncluding the Tuition Incentive Program and the Postsecondary
Schoolcraft 12,7287 Access Student Scholarship Program, which primarily target
Jackson 12,570.4)  siydents enrolled in associate degree programs.
Kellogg 10,077.0
Northwestern 9.460.2] * gtate support has been provided to meet capital and
Muskegon 22711 infrastructure needs as well as operating needs. Since 1990 the
St Clair 7,264.81  state has authorized almost $560 million for 47 different
Southwestern 683281 community college building and renovation projects to provide
Lake Michigan 54285 modern academic facilities on community college campuses.
Alpena 5,312.0
B"f‘y de_’ N,OC 212991 Syer the past 12 years, Michigan’s community college system
ml(;dnlxl)l;:hlgan 3’222'; has been an integral part of Michigan’s economic development

: ——— success. A recent issue of Expansion Management magazine

fﬂzifcb;fm ‘3122?; ranked Michigan among the best states in workforce training
North Central 3’140:2 programs. Cooperative partnerships between the state and

, : community colleges to promote workforce development
Kirtland 3,058.4 include:
Glen Oaks 2,485.5
West Shore 2,382.3 , . - .
Total $315.504.2 M-TEC’s. The state has committed $60 million for community

college capital costs to establish eighteen new technical training
centers called Michigan Technical Education Centers (M-TEC’s).
There are 13 M-TEC’s currently open and four more are scheduled to open this
year. These centers deliver training tailored to specific skills for high wage, and
high demand, occupations such as information technology.

COMMUNITY COLLEGES
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Economic Development Job Training Program. The Economic Development